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W a r  F i n a n c i n g — R e g u l a t i o n  V

The President on March 26 issued Executive Order No. 9112, 
appointing the twelve Federal Reserve Banks agents for the 
W ar and Navy Departments and the M aritime Commission 
in an attempt to insure that businesses with bona fide war con
tracts will not be hampered by lack of credit. Several methods 
of providing the necessary credit to firms engaged in war 
production have been set forth. The program is an attempt to 
give practical application to one of the essential principles 
of a war economy: the principle that financial considerations 
must never be allowed to stand in the way of the attainment 
of maximum armament output.
► On April 6 the Board of Governors of the Federal Reserve 
System issued Regulation V, pursuant to Executive Order 
No. 9112. Regulation V defines the scope of responsibility 
of the Federal Reserve Banks in the war loan program. When 
a business man engaged as a prime contractor or a sub
contractor in the war production program is unable to pro
cure necessary lines of credit from regular banking channels, 
his bank will communicate with the Federal Reserve Bank or 
branch bank serving the area in which his business is located. 
In accordance with the provisions of Regulation V the 
Federal Reserve Bank will then examine the circumstances 
of the particular business applicant and arrange for the type 
of financing under Executive Order No. 9112 that is best 
suited to the particular case.

In some instances the Federal Reserve Bank may be able 
to arrange a direct loan for the applicant from a commercial 
bank or other financing institution. There will be instances 
in which the situation will be handled by a loan in which 
several commercial banks or other financing institutions par
ticipate with or without direct participation by a Federal 
Reserve Bank. Where the financing institutions concerned are 
unwilling to make the loan without participation by the W ar 
Department, the Navy Department, or the Maritime Commis
sion, the Federal Reserve Bank may be able to solve the prob
lem by obtaining a guarantee of the loan from one of the 
government agencies named, or the whole loan could be made 
directly by one of these agencies with the Federal Reserve 
Bank acting as fiscal agent.

The W ar Department, Navy Department, or 
M aritime Commission, as the case may be, is 
authorized by Executive Order No. 9112 to 
guarantee up to 100 per cent of such loans, 
although in most cases it is likely that only a 
partial guarantee will be necessary. In this 
connection the Comptroller of the Currency 
has ruled that national banks participating in 
the war loans program  may extend credit 
where the loan is guaranteed by the Army, the 
Navy, or the Maritime Commission without

regard to limitations imposed by the legal lending limit de
fined in Section 5200 of the Revised Statutes, as amended, 
provided that the amount of the loan that is not covered by 
the guarantee does come within such legal loan limit.
► It is the intention to have a liaison officer in each Federal 
Reserve Bank representing the W ar Department. It will be 
the duty of this officer to advise the loan officer of the Federal 
Reserve Bank as to the production aspects of proposed loans 
under Regulation V. That is to say, the liaison officer will
(1) determine the ability of the proposed borrower to per
form the contract acceptably; (2) determine if the business 
or operation is necessary, appropriate, or convenient for the 
prosecution of the w ar; and (3) determine if the concern is 
in need of funds in order to facilitate or expedite war produc
tion or to obtain or convert needed facilities.

Upon receipt of an application for a war production loan 
the Federal Reserve Bank of Atlanta is now securing certain 
information from the contracting officer who let the contract 
held by the applicant for the war production loan. The Bank 
also makes the usual credit investigation. This information, 
together with the Reserve Bank’s recommendations, is then 
submitted to the Administrator of the W ar Loans Com
mittee of the Board of Governors who will refer the applica
tion to the proper armed service for appropriate action.
► It is the policy of the armed services and the Maritime 
Commission to encourage commercial banks and other private 
financing institutions to do as large a part of the financing 
of war production as possible. Operations under Regulation 
V are viewed simply as supplementary procedures to be fol
lowed when credit cannot be obtained prom ptly through ordi
nary commercial banking channels. When a financing insti
tution, whether a member of the Federal Reserve System or 
not, finds itself unable to grant a loan under the guaranty 
provisions requested by a business engaged in war produc
tion, that institution should make application to the Federal 
Reserve Bank or branch serving the locality in which the 
business is located. Application forms may be obtained 
upon request from this Bank.

These application forms ask for the following inform ation:
1. Name and location of financing institu

tion.
2. Name and location of applicant for 

loan.
3. Amount of loan applied for.
4. Percentage of loan to be guaranteed.
5. (a) Rate of interest to be charged Bor

rower.
(b) M aturity of proposed loan.
(c) Other terms and conditions of loan.
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6. Description of collateral, if any.
7. W ar products to be supplied by applicant for loan.
8. Purposes for which funds will be used.
9. (a) If  applicant for loan is a prime Government con

tractor, the following information with respect to
each prime contract is asked:
(1) Unit of Government with which the prime con

tract is held.
(2) Name, title, and address of Government con

tracting officer.
(3) Contract number.
(4) Amount of contract and approximate per cent 

completed.
(5) Date of first and last delivery.

(b) If  applicant for loan is a subcontractor, the data
below are requested with respect to each subcon
tract :
(1) Name and address of concern with which appli

cant for loan has a subcontract or order for 
supplying war products.

(2) Name and address of prime Government con
tractor for whom products are being produced.

(3) Unit of Government for which products are 
being provided.

(4) Amount of applicant’s subcontract or purchase 
order and approximate per cent completed.

(5) Date of first and last delivery.
10. General statement by financing institution with respect 

to the applicant’s ability to perform  the above con
tract; the general character, reputation, and capability 
of the applicant; normal type and volume of produc
tion; and any other information which the financing 
institution would ordinarily take into account in con
sidering a loan to the applicant.

11. Copy of audited balance sheet and operating statement 
for the last fiscal period of Borrower and copy of 
latest available balance sheet and of latest available 
interim operating statement should accompany applica
tion. (If audited reports for the last fiscal period are 
not available, the balance sheet and statement of earn
ings and expenses for that period properly certified 
may be furnished.)

► It is hoped that Executive Order No. 9112 and Regula
tion V will successfully remove any financing difficulties now 
holding back war production. Any inquiries arising in the 
Sixth Federal Reserve District relative to this program may 
be addressed to the Federal Reserve Bank of Atlanta or to 
one of its branches in New Orleans, Birmingham, Jackson
ville, and Nashville.

S i x t h  D i s t r i c t  B u s i n e s s  C o n d i t i o n s

Industrial activity continues apace in the Sixth Federal Re
serve District. The war effort continues, of course, the dom
inating factor in the various lines of industry in the Dis
trict and in the production of essential food and feed crops. 
Trade statistics continue to show gains over last year, but 
the April increases are smaller than those shown for other 
recent months and indicate some slackening in the distri
bution of merchandise to consumers.

T e x t i l e s : Activity at Sixth District textile mills was further 
accelerated in April to another all-time peak. Cotton mills 
in Alabama, Georgia, and Tennessee consumed an average 
of 12,931 bales of cotton for each of the 26 business days 
in the month, a gain of 3 per cent over the March rate and
11 per cent over April of last year. In the current season, 
August through A pril, consumption in these states has been 
18 per cent greater than in that part of the previous season. 
Recent orders issued by the W ar Production Board will put 
the cotton weaving industry about 88 per cent into essential 
war and civilian production.

Possibilities for additional utilization of cotton are now 
on the horizon. Cotton bagging is a potential substitute for 
jute bagging. India is the traditional source of jute, and 
shipping stringencies and the course of m ilitary operations 
have prevented the importation of the usual quantities of 
jute into this country. As a result, jute bagging is now inade
quate to handle the demand. The substitution of cotton bag
ging is probably the solution. Even the cotton crop itself 
has hitherto been bagged in jute. It has been estimated that

120,000 bales of cotton would be required to bag a 12 m il
lion bale crop.

The Bibb M anufacturing Company of Macon, Georgia, has 
announced successful tests of a new cotton fiber cord for 
tires that makes possible the use of sm aller amounts of rub
ber in the manufacture of tires and also produces a longer 
lasting tire. The new cord has proved itself superior, also, 
according to the announcement, with respect to its heat- 
resistant and water-resistant qualities. However, in view of 
the present limited supplies of rubber this can hardly be 
of much influence in cotton usage for some time.

I r o n :  A substantial increase in Alabama production of pig 
iron is reported to have resulted late in April from the initial 
operation of a large new blast furnace, the largest of its kind 
in the South and the first new unit of its type for this area 
since 1929. All of the 20 Alabama furnaces are now in opera
tion. Output of coal in Alabama and Tennessee increased 
somewhat further in A pril, at a time when a decline is usual, 
and the adjusted index advanced 15 per cent. April produc
tion was about eight times that of April last year, when most 
mines were closed pending the outcome of labor negotiations.

P e t r o l e u m :  Oil production in Louisiana, according to 
the American Petroleum Institute, averaged 314,350 barrels 
daily in the week ended May 3. The Division of M inerals of 
the Louisiana Conservation Department reported the issuance 
of permits in the week ended May 2 to drill 32 new oil wells 
and permits to drill 15 wells in the week ended May 9. In
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